
Online Appendix A: ICRG subcategories and correlations

Political Indicators Description
Pooled Correlation with 
ICRG (Political Risk)

Pooled Correlation with 
ICRG (Econ+Fin Risk)

Quality of Institutions
   Law and Order Law and Order are assessed separately.  The Law sub-component is an assessment 

of the strength and impartiality of the legal system, while the Order sub-component 
is an assessment of popular observance of the law. 

0.816 0.518

   Bureaucratic Quality The institutional strength and quality of the bureaucracy is another shock absorber 
that tends to minimize revisions of policy when governments change. Therefore, 
high points are given to countries where the bureaucracy has the strength and 
expertise to govern without drastic changes in policy or interruptions in 
government services. In these low-risk countries, the bureaucracy tends to be 
somewhat autonomous from political pressure and to have an established 
mechanism for recruitment and training. Countries that lack the cushioning effect 
of a strong bureaucracy receive low points because a change in government tends 
to be traumatic in terms of policy formulation and day-to-day administrative 
functions.

0.761 0.523

   Corruption An assessment of corruption within the political system. Such corruption is a threat 
to foreign investment for several reasons: it distorts the economic and financial 
environment; it reduces the efficiency of government and business by enabling 
people to assume positions of power through patronage rather than ability; and, last 
but not least, introduces an inherent instability into the political process.  The most 
common form of corruption met directly by business is financial corruption in the 
form of demands for special payments and bribes connected with import and 
export licenses, exchange controls, tax assessments, police protection, or loans. 
Such corruption can make it difficult to conduct business effectively, and in some 
cases may force the withdrawal or withholding of an investment.  Although the 
measure takes such corruption into account, it is more concerned with actual or 
potential corruption in the form of excessive patronage, nepotism, job reservations, 
'favor-for-favors', secret party funding, and suspiciously close ties between politics 
and business. In our view these insidious sorts of corruption are potentially of 
much greater risk to foreign business in that they can lead to popular discontent, 
unrealistic and inefficient controls on the state economy, and encourage the 
development of the black market.  The greatest risk in such corruption is that at 
some time it will become so overweening, or some major scandal will be suddenly 
revealed, as to provoke a popular backlash, resulting in a fall or overthrow of the 
government, a major reorganizing or restructuring of the country's political 
institutions, or, at worst, a breakdown in law and order, rendering the country 
ungovernable.

0.628 0.203

Conflict
   Internal Conflict An assessment of political violence in the country and its actual or potential impact 

on governance. The highest rating is given to those countries where there is no 
armed or civil opposition to the government and the government does not indulge 
in arbitrary violence, direct or indirect, against its own people. The lowest rating is 
given to a country embroiled in an on-going civil war. The risk rating assigned is 
the sum of three subcomponents: Civil War/Coup Threat, Terrorism/Political 
Violence, Civil Disorder.

0.843 0.517

   External Conflict An assessment both of the risk to the incumbent government from foreign action, 
ranging from non-violent external pressure (diplomatic pressures, withholding of 
aid, trade restrictions, territorial disputes, sanctions, etc) to violent external 
pressure (cross-border conflicts to all-out war).  External conflicts can adversely 
affect foreign business in many ways, ranging from restrictions on operations, to 
trade and investment sanctions, to distortions in the allocation of economic 
resources, to violent change in the structure of society.  The risk rating assigned is 
the sum of three subcomponents: War, Cross-Border Conflict, Foreign Pressures.

0.671 0.423

   Religious Tensions Religious tensions may stem from the domination of society and/or governance by 
a single religious group that seeks to replace civil law by religious law and to 
exclude other religions from the political and/or social process; the desire of a 
single religious group to dominate governance; the suppression of religious 
freedom; the desire of a religious group to express its own identity, separate from 
the country as a whole.

0.504 0.162

   Ethnic Tensions An assessment of the degree of tension within a country attributable to racial, 
nationality, or language divisions. Lower ratings are given to countries where racial 
and nationality tensions are high because opposing groups are intolerant and 
unwilling to compromise.

0.634 0.340
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Political Indicators (cont.) Description
Pooled Correlation with 
ICRG (Political Risk)

Pooled Correlation with 
ICRG (Econ+Fin Risk)

Democratic Tendencies
   Military in Politics The military is not elected by anyone. Therefore, its involvement in politics, even 

at a peripheral level, is a diminution of democratic accountability. However, it also 
has other significant implications.  The military might, for example, become 
involved in government because of an actual or created internal or external threat. 
Such a situation would imply the distortion of government policy in order to meet 
this threat, for example by increasing the defense budget at the expense of other 
budget allocations.  In some countries, the threat of military take-over can force an 
elected government to change policy or cause its replacement by another 
government more amenable to the military’s wishes. A military takeover or threat 
of a takeover may also represent a high risk if it is an indication that the 
government is unable to function effectively and that the country therefore has an 
uneasy environment for foreign businesses.  A full-scale military regime poses the 
greatest risk. In the short term a military regime may provide a new stability and 
thus reduce business risks. However, in the longer term the risk will almost 
certainly rise, partly because the system of governance will be become corrupt and 
partly because the continuation of such a government is likely to create an armed 
opposition.  In some cases, military participation in government may be a symptom 
rather than a cause of underlying difficulties. Overall, lower risk ratings indicate a 
greater degree of military participation in politics and a higher level of political 
risk.

0.790 0.479

   Democratic Accountability A measure of how responsive government is to its people, on the basis that the less 
responsive it is, the more likely it is that the government will fall, peacefully in a 
democratic society, but possibly violently in a non-democratic one.

0.664 0.391

Government Actions
   Government Stability An assessment both of the government’s ability to carry out its declared 

program(s), and its ability to stay in office. The risk rating assigned is the sum of 
three subcomponents: Government Unity, Legislative Strength, and Popular 
Support.

0.562 0.619

   Socioeconomic Conditions An assessment of the socioeconomic pressures at work in society that could 
constrain government action or fuel social dissatisfaction. The risk rating assigned 
is the sum of three subcomponents: Unemployment, Consumer Confidence, and 
Poverty.

0.707 0.540

   Investment Profile An assessment of factors affecting the risk to investment that are not covered by 
other political, economic and financial risk components. The risk rating assigned is 
the sum of three subcomponents: Contract Viability/Expropriation, Profits 
Repatriation, Payment Delays.

0.722 0.752

Economic Indicators Description
Pooled Correlation with 
ICRG (Econ+Fin Risk)

Pooled Correlation with 
ICRG (Political Risk)

   GDP per capita The estimated GDP per head for a given year, converted into US dollars at the 
average exchange rate for that year, is expressed as a percentage of the average of 
the estimated total GDP of all the countries covered by ICRG

0.406 0.578

   Real GDP growth The annual change in the estimated GDP, at constant 1990 prices, of a given 
country is expressed as a percentage increase or decrease.

0.724 0.454

   Annual Inflation Rate The estimated annual inflation rate (the unweighted average of the Consumer Price 
Index) is calculated as a percentage change.

0.709 0.537

   Budget Balance / GDP The estimated general government budget balance (excluding grants) for a given 
year in the national currency is expressed as a percentage of the estimated GDP for 
that year in the national currency.

0.770 0.584

   Current Account / GDP The estimated balance on the current account of the balance of payments for a 
given year, converted into US dollars at the average exchange rate for that year, is 
expressed as a percentage of the estimated GDP of the country concerned, 
converted into US dollars at the average rate of exchange for the period covered.

0.836 0.551



Financial Indicators Description
Pooled Correlation with 
ICRG (Econ+Fin Risk)

Pooled Correlation with 
ICRG (Political Risk)

   Foreign Debt / GDP The estimated gross foreign debt in a given year, converted into US dollars at the 
average exchange rate for that year, is expressed as a percentage of the gross 
domestic product converted into US dollars at the average exchange rate for that 
year.

0.635 0.615

   Exchange Rate Stability The appreciation or depreciation of a currency against the US dollar (against the 
euro in the case of the USA) over a calendar year or the most recent 12-month 
period is calculated as a percentage change.

0.755 0.573

   Foreign Debt Service The estimated foreign debt service, for a given year, converted into US dollars at 
the average exchange rate for that year, is expressed as a percentage of the sum of 
the estimated total exports of goods and services for that year, converted into US 
dollars at the average exchange rate for that year.

0.499 0.271

   Current Account / Exports The balance of the current account of the balance of payments for a given year, 
converted into US dollars at the average exchange rate for that year, is expressed as 
a percentage of the sum of the estimated total exports of goods and services for 
that year, converted into US dollars at the average exchange rate for that year.

0.607 0.383

   International Liquidity The balance of the current account of the balance of payments for a given year, 
converted into US dollars at the average exchange rate for that year, is expressed as 
a percentage of the sum of the estimated total exports of goods and services for 
that year, converted into US dollars at the average exchange rate for that year.

0.473 0.294

The summary statistics provided are for the entire ICRG sample of countries from 1984 - 2009.


